New Zealand underwent a period of comprehensive market-oriented economic reforms from 1984-93. In this paper, we use data from the 1986, 1991, 1996 and 2001 Censuses to examine the long-run impact that these reforms had on local communities. We analyse the adjustment process in 140 local labour market areas (LMAs) by creating three measures of the impact of structural reform on local communities -an employment-based measure, a population measure and a housing price measure -and examine the persistence of these shocks over time. We find that communities which experienced smaller employment shocks have higher employment rates, higher average incomes and a more skilled workforce in the medium and long-term. Population shocks also have positive, sizeable and persistent effect on average incomes and population in the future. Overall, the initial impacts of the reforms undertaken in New Zealand on local communities appear to still endure more than a decade later. In New Zealand, interventionist policies instituted in the 1930s grew steadily into the 1970s and turned the country into one of the most regulated economies in the OECD. By 1984, the country was facing unsustainable fiscal and current account deficits, inflation of over 12%, foreign debt at 46% of GDP and a foreign exchange crisis. Widespread recognition of the need for macroeconomic and microeconomic reforms led the government to initiate comprehensive market-oriented reforms that lasted until 1993. Over time, these policy changes opened the economy to foreign capital and international trade, dramatically reduced government assistance to industry, abolished agricultural subsidies, privatised state-owned enterprises, decentralised the employer-employee bargaining process and changed from universal provision of social welfare to a tightly targeted system.
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Introduction
The 1980s marked a decade of structural adjustment around the world. Many developing countries, spurred by unsustainable fiscal deficits, currency crises, and external pressure from the World Bank and the IMF, gradually abandoned interventionist and protectionist policies that had shielded their economies from competitive forces. Several developed countries, such as the United Kingdom and Sweden, also instituted reforms in recognition that excessive regulation of domestic industries was a cause of sluggish growth.
In New Zealand, interventionist policies instituted in the 1930s grew steadily into the 1970s and turned the country into one of the most regulated economies in the OECD. By 1984, the country was facing unsustainable fiscal and current account deficits, inflation of over 12%, foreign debt at 46% of GDP and a foreign exchange crisis. Widespread recognition of the need for macroeconomic and microeconomic reforms led the government to initiate comprehensive market-oriented reforms that lasted until 1993. Over time, these policy changes opened the economy to foreign capital and international trade, dramatically reduced government assistance to industry, abolished agricultural subsidies, privatised state-owned enterprises, decentralised the employer-employee bargaining process and changed from universal provision of social welfare to a tightly targeted system.
In this paper, we use data from the 1986, 1991, 1996 and 2001 Census to examine the medium and long-run impact that these comprehensive reforms had on local communities.
We analyse the adjustment process in 140 local labour market areas, across which there was large variation in the initial impact of the reforms. We do this by creating three measures of the impact that reform had on local communities -an employment-based measure, a population measure and a housing price measure -and examining the persistence of these changes over time. First, we examine how initial characteristics of each community related to the magnitude of the shock experienced. Next, we undertake a regression analysis which 2 estimates the impact of initial economic conditions and demographic characteristics in 1986 on outcomes in each community in 1991, 1996 and 2001. Then, we examine the impact of the employment, population and housing price shocks on outcomes in 1996 and 2001, controlling for initial economic and demographic characteristics.
The literature on spatial adjustment to economic factors is vast, spurred largely by regional declines in the U.S. and Europe in the 1970s and 1980s (see Heim, 1997; Hall, 1970;  and Krugman, 1991). There is broad consensus that adjustment to demand shocks in the U.S.
is achieved mainly through labour-supply responses, while the relative inflexibility of labour markets in Europe and the greater barriers to trade and entry have forced these countries to adjust through increases in regional unemployment. For example, Blanchard and Katz (1992) examine how states in the U.S. adjusted to employment shocks over a 40-year period. They find that these shocks had a permanent effect on future employment; when states experienced deviation from trend in growth due to shocks, they did return to their former growth rates but on a permanently different path of employment. In contrast, relative unemployment rates did not exhibit any trend and unemployment shocks have not had any permanent effects.
Similarly, Topel (1986) examines labour-market dynamics across Census regions in the U.S.
over the period 1977-79 and finds that transitory demand shocks in a region increase local relative wages, but that expectations of future demand reduce current wages because they attract migration inflows.
Consistent with these findings, our results indicate that the initial characteristics of communities are very important in explaining future outcomes, with areas that had relatively sound economic profiles in 1986 having relatively better outcomes in the short, medium and long-term. However, even after controlling for differences in these initial conditions, we find that the structural reforms had large, persistent effects on medium and long-term outcomes in local communities. For example, communities that experienced smaller employment shocks 3 had higher employment rates, higher average incomes, and more skilled workforces in 1996 and 2001. Population shocks also have positive, sizeable and persistent effect on average incomes and population in the future. Overall, the initial impacts of the reforms on local communities appear to still endure more than a decade later.
Background
Economic Reforms in New Zealand
Prior to reform, New Zealand had a highly regulated economy. Economic growth rates in the post-WWII period were sluggish and well below the OECD average. By 1984, the country was facing unsustainable fiscal and current account deficits, runaway inflation and a foreign exchange crisis. This led to a widespread recognition that macroeconomic reforms were needed to correct imbalances and reduce inflation, and microeconomic reforms were needed to improve productivity by getting prices and incentives right (McMillan, 1998) .
Acting on this consensus, the government initiated comprehensive market-oriented economic reforms. Detailed analyses of these reforms are available in a number of sources.
1 Easton (1994) classifies the reform period into three phases: 1984-87, during which the market mechanism was increasingly used to regulate privately and publicly owned business;
1987-90, during which there was significant reform to the state sector and 1990-93, when major changes were made to the welfare system, health, education and labour market policy. 
Short-Run Impacts of the Reforms
A number of papers have examined the short-run impact of reforms on the New Zealand labour market. Gibson and Harris (1996) use data from the Quarterly Employment Survey to examine trends in short-run aggregate employment in the immediate post-reform period.
They report that employment in central government trading enterprises, including SOEs, fell from 83,700 workers in 1987 to 21,600 in 1995 and that between 1987 and 1989, manufacturing employment fell by 30%, of which 20% was from retrenchment and 10% from plant closures. Chapple et al. (1996) construct indices of regional and occupational mismatch for short periods in the 1980s to examine whether the reform process led to increased unemployment because of these mismatches and find evidence for significant regional mismatch of workers and jobs in the post-reform period.
Maloney (2000; 2002) examines the impact of the reduction in social welfare benefits and tightening of eligibility criteria that occurred during the third phase of reforms on aggregate unemployment. While these papers find that the benefit reforms increased labour force participation and weekly hours worked, they also increased the official unemployment rate by nearly one-quarter of a percentage point. Examining households, Callister (2001) finds that job losses occurring during mid-1980s to early-1990s led to rapid growth in the proportion of people who lived in households with no workers. In his view, the changing 6 distribution of work across households was primarily due to changes in the labour market rather than changes in household structure.
Data and Descriptives
This paper uses unit record data for the entire resident New Zealand population from the 1986, 1991, 1996 and 2001 Census to examine the long-run impact that these reforms had on local communities. We restrict our analysis throughout to individuals aged 25-54 to exclude students and individuals nearing retirement. Each census collects information about the current usual residential location of each individual. This location information is coded to the census meshblock. We use this information to identify local labour market areas (LMAs) in which most people who reside also work and most people work also reside, by using the algorithm derived in Newell and Papps (2001). 3 In our view, this is the appropriate unit of analysis for assessing adjustment costs borne by local communities, since an LMA is identified based on the both employment and residential criteria. Importantly, we construct these LMAs so they have the same boundaries throughout the sample period, meaning we are comparing outcomes over time in the same geographic areas.
We begin our analysis by using the 1986 and 1991 census data to describe the shortterm impact that structural reform had on outcomes in these communities. and 1991 and the size of these changes varies significantly across regions. 4 We create three measures of the impact of the structural reform on local communities:
first, an employment based measure, which is the change in the prime-age employment rate in each community between 1986 and 1991; second, a population measure, which is the percentage change in the prime-age population in each community between 1986 and 1991;
and third, a housing price measure, which is the percentage change in the mean sales price of residential dwellings in each community between 1986 and 1991. 5 The local price of houses summarises a host of tangible and intangible components relating to the community of interest such as incomes in the area, the availability of local services, the demographic makeup of the community and factors such as climate and proximity to natural amenities. If wages are sticky, as Choy et al. (2002) find, it is possible that changes in land and house prices served as the adjustment channel through which labour markets were impacted. We investigate this possibility. Table 2 summarises the distribution of the impact of economic reform on communities.
Panels A and B in Table 2 A broad visual inspection of the three panels in Figure 1 suggests that many communities experienced a significant negative impact of the reforms in terms of all three measures. This is more evident in the North Island, with communities that had the biggest employment shocks, also experiencing the biggest changes in prime-age population and in house prices. The impact of shocks seemed to occur mainly through changes in prime-age population and house prices on the South island, with little change in employment rates. 
Regression Results
The relationship between the size of the shock and later outcomes presented in Figure 3 above does not account for the initial economic and sociodemographic characteristics of these analysis is then to estimate the impact of our three measures of shocks on medium and longterm economic outcomes, controlling for 1986 characteristics. Together, these two analyses describe the extent to which communities adjusted to the impact of structural reforms.
The Relationship between Initial Conditions in 1986 and Future Outcomes
We first examine the relationship between initial conditions in 1986 and future outcomes by estimating three specifications of the following ordinary least squares (OLS) regression model:
,
where c indexes communities (LMAs),
Y is one of J=4 outcomes -i) employment rates, ii) log mean real incomes, iii) log population, and iv) log real mean house prices, measured in The impact of structural reforms was not uniform across all industries and occupations.
To account for this variation, in the second specification, we include additional controls for the industrial and occupational composition in each LMA in 1986. 7 Beyond the industrial and occupational distribution, the distribution of skills in a labour market can determine how an area adjusts to economic shocks. Therefore, in the third specification, we control for the demographic characteristics included in the first specification, except education, and introduce additional controls for educational, industrial and occupational skill indices in 1986. These are created following the methodology used by Hyslop et al (2003) and are summary measures of the educational, industrial and occupational composition in each LMA. 8 Appendix Tables B1 and B2 in the appendix present summary statistics for economic conditions over time and sociodemographic characteristics of each LMA in 1986, respectively. Starting with the first specification, our estimates show that communities which had high employment rates in 1986 also have higher employment rates and higher average incomes in future years. While this association weakens over time for employment, it grows stronger for incomes. There is a positive correlation in population over time, although communities with higher employment rates in 1986 have smaller populations in the future, controlling for initial population levels. Communities with higher employment rates in 1986 also have significantly lower house prices in 1991 and 1996, controlling for initial house prices. Communities with higher levels of mean income in 1986 have higher employment rates and mean incomes, and lower population and house prices in all three future years.
Communities with higher house prices in 1986 also have higher house prices in the future and larger prime-age populations.
Among the sociodemographic characteristics, communities with relatively larger Māori populations in 1986 have lower employment rates, average incomes, population, and house prices in future years, even after controlling for initial economic characteristics. This is consistent with the reforms having particularly large impacts on communities with generally lower-skilled populations. Communities with relatively larger foreign-born populations have lower employment rates in the future, but higher incomes and more population growth.
Turning to the second specification, when we add controls for the industrial and occupational composition in each community in 1986, the relationship between employment rates in 1986 and future employment rates and incomes get stronger, but they are now In the third specification, which includes the alternative controls for educational, industrial, and occupational composition, we find evidence that the relationship between employment rates in 1986 and future employment rates, between average incomes in 1986
and future average incomes, and between house prices in 1986 and future house prices is stronger and more precisely estimated than in the first two specifications. Adding these controls also substantially increases the magnitude of the relationship between initial employment rates and future average incomes, and substantially decreases the relationship between initial employment and future population.
We find consistent evidence across the three specifications that average incomes, 
The Impact of Shocks on Future Outcomes
We next examine the impact of the employment, population and housing price shocks on These results are generally robust to the inclusion of controls for industrial and occupational composition or for skill indices. The only exception is that the impacts of employment and population shocks on average incomes both become statistically insignificant in the second specification, but this is not true in the third specification. Overall, we find consistent evidence that changes in community fortunes between 1986 and 1991 are associated with long-run outcomes in these communities, even after controlling for the fact that there are wide-ranging differences between communities in 1986. 17
The Impact of Shocks on Future Skill Levels
We next examine the impact of these shocks on the skill indices in 1996 and 2001. These are alternative measures of long-term economic performance in communities, as they indicate whether the local population is upskilling over time. We re-estimate the three specifications of regression model (4) using the four skill indices discussed above as our outcome measures in 1996 and 2001. These results are reported in Table 5 .
Our main finding is that employment shocks also had long-run impacts on community skill-levels. Our results are somewhat consistent with the findings in these papers. In a similar vein, we also find that employment shocks have long-run impacts on employment levels and that they are unrelated to future house prices in the community. However, in contrast, we find that employment shocks have large impacts on future incomes (suggesting that wages do adjust) and no impact on future population levels. While these papers are able to examine quarterly changes in outcomes, as opposed to the five-yearly changes we focus on, they are not able to examine outcomes at the community level as in this paper, and instead focus on aggregated regions. It is also worth noting that neither of these papers focuses on the impact of shocks in the structural reform period, but on more general 'employment shocks'. Thus, it is not clear whether much should be made of the differences in findings. Note: The employment rate change is the change in the proportion of the working age population between 1986 and 1991 that is in either full-time or part-time employment in each community. The population change is the change in working age population between 1986 and 1991 divided by the working age population in 1986. The house price change is the percentage change in the mean sales price of residential dwellings in each community between 1986 and 1991.
Unweighted
Weighted by 1986 working age population Change in employment rate . 
